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In January, President Carlos Andres Perez launched an aggressive campaign to lower the fiscal
deficit, appealing to Congress to approve new taxes and other laws to raise state revenue. The
Perez administration warned that unless the deficit was immediately reduced, inflation would
be uncontrollable by year-end. But the government faces an uphill battle in the legislature, since
any new taxes or austerity measures are bound to generate harsh public repudiation. "The fiscal
deficit represents the gravest danger to the future of Venezuela," Perez warned in a special address
to Congress on Jan. 26. "Unless new tax laws are approved to lower the deficit, an inflationary
chaos will set in with unforeseeable consequences for all Venezuelans. This is a decisive, historical
moment for the nation, and we must rectify the mistakes of the last few years to end the crisis that
engulfs the country." According to official estimates, the deficit in 1992 climbed above US$2 billion
to 3.6% of GDP. However, independent economists say the budget gap was even higher, at about US
$3.5 billion by year-end 1992. The government blamed the deficit for its inability to lower inflation
in 1992. From 1989 to 1991, strict government austerity helped cut annual inflation from 81% to
30.7%. But in 1992, despite the official target of 20% inflation by year- end, the consumer price index
grew again to 32%. That, in turn, contributed to excessively high interest rates which averaged from
45% to 50% throughout the year plus a 28.5% accumulated devaluation of national currency. As
a result, the government aims to cut the deficit to below US$2 billion in 1993, setting a maximum
budget gap of 2.3% of GDP, according to Planning Minister Ricardo Hausman. That should at least
moderately reduce inflation, allowing the government to reach its new goal of 25% inflation by yearend. To cut the deficit, the executive proposes to overhaul the tax system to raise state revenue,
while reducing public spending through privatization of state institutions. Some measures can be
unilaterally implemented by the executive, according to Hausman, such as a plan to aggressively
clamp down on tax evasion this year. The Finance Ministry estimates that it lost about US$1.25
billion to tax evasion in 1992. Thus, the Ministry plans broad administrative reforms to reinforce
tax collection, while adamantly prosecuting all tax evaders. But most extra revenue will come from
two new taxes proposed by the executive a value added tax (IVA) and a business assets tax both of
which have been stalled in Congress since last year. "It's obvious that without sufficient income
we can't meet planned expenses, so that fiscal policy must be adjusted," said Hausman. "Citizens
must pay for the services that they want the state to provide, and the best way to pay is through
taxes." But Perez will face stiff legislative opposition, since even the governing Democratic Action
Party (Accion Democratica, AD) is divided over the new tax proposals, especially the IVA, which
is basically a sales tax paid by consumers. A broad austerity program, which included new taxes
and price increases for public services, led to massive riots in February 1989, and the government's
conservative economic policies inspired two coup d'etat attempts last year (see Chronicle 12/10/92).
Government plans to accelerate privatization of state institutions will also meet sharp criticism
in the legislature and will probably cause violent labor conflicts throughout this year. Perez is
seeking approval for reforms that would provide the executive greater decision-making autonomy
to privatize state services and businesses, while cutting bureaucratic delays when selling off state
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firms. In part, political turmoil in 1992 impeded many planned privatization. But government
officials also blame cumbersome legal requirements for the sluggish sale of state institutions in 1992.
When the privatization program began in August 1991, the Perez administration rapidly sold two
huge public firms the state telecommunications company CANTV and VIASA airlines earning about
US$2 billion. But throughout 1992, the government only managed to sell nine small businesses for
a total US$27 million, including four hotels and three sugar mills. This year, the government hopes
to sell at least 100 of the roughly 300 state institutions marked for privatization, according to the
Venezuelan Investment Fund (Fondo de Inversiones de Venezuela, FIV). FIV plans a propaganda
blitz to attract foreign investment in state institutions, placing ads in most major newspapers around
the world. But officials warn that acceleration of the privatization program largely depends on
legislative support for Perez's legal reform bill. (Sources: Associated Press, 12/17/92; Chinese news
service Xinhua, 01/05/93; Agence France-Presse, 11/25/92, 01/03/93, 01/09/93, 01/20/93; Spanish news
service EFE, 01/01/93- 01/02/93, 01/09/93, 01/15/93, 01/20/93, 01/25/93, 01/26/93)
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